Internal Revanus Bervice Department of the Treasury
Director, Exempt Organizationa ?.0. Box 2508 « Room 7004

Rulings and Agreements Cincinnati, O 45201

DntmdUL O 8 2083

Employer Identification Numbex:
R

ST Pezson to Contact:
RN RS . o T
‘ Contact Telephone Wumbers:
FAX

Dear 8ir or Madam:

We have considered your application for racognition of exemption from
Federal income tax under the provisions of section 501(c) (3) of the
Internal Revenus Code of 1986 and its applicable Income Tax
Regulations. Based on the available information, we have detarmined
that you do not qualify for the reasons set forth on Enclosure I.

Conaideration was given to whether you qualify for exemption under
othar subsections of saction 501(c) of the Code. Howaver, we have
concludad that you do not qualify under another subsection.

As your organization has not established exemption from Federal income
tax, it will be neceasary for you to file an annual incoms tax return
on Form 1041 if you are a Trust, or PForm 1120 if you are a corporation
or an unincorporated association., Contributiona to you are not
deductible under section 170 of the Code.

If you are in agreemenr with our proposed denial, please sign and

return one copy of the enclosed Form 6018, Consent to Proposed Adverse
Action. '

You have the right to protest this proposed determination if you
believe it is incorrect. To protest, you should submit a written
appeal giving the facts, law and other information to support your
poaition as explained in the enclosed Publication 832, “Exempt
Organizations Appeal Procedures for Unagreed Issues.” Tha appeal nmust
be submitted within 30 days from tha date of this letter and must be
signed by one of your principal officers. You m.y request a hearing
with a member of the office of the Reglonal Director of Appeals when
you file your appeal. If a hearing is requested, you will be
contacted to arrange a date tor it. The hearing may be held at the
Regional Office or, if you request, at any mutually conveniant
District Office. 1If you are to be represented by someone who is not
one of your principal officers, he u. <he muast file a proper powex of
attorney and otherwise qualify under our Coafereace snd Practice
Requirements as set forth in Section §01,502 ol th~ litatement of
Procedural Rules. See Treasury Department Cixcular No. 230.
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If you do not protest thig prnpased.dQCQrmiggtian'ia a timely manner,
it will be considered by the Internal Revenues Sarvice ag # failure to
exhaust av- "able administrative remedies; -Section 7428 (b} (2) of the
Internal ® 4%6 Code provides, inﬁyartigthgtg - U
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® not be isdued in any proceeding unleass 't LFQR}CQth;_tha
Claims Court, or the &istring‘cogxt;Qg%thn;nnggcd“Statgg‘
for the District of Calumbia“ﬂaharﬁﬁgcékthﬁt“thaﬁg¥ﬁf .
organization involved has uxhauk;edfhﬂminiatrativu‘xameﬁia&
available to it within the Intarnak?kﬁyggga‘Bprvica‘
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1f we do not hear from you within tha"tiﬁh“kpcaitiad{'thid will become
our final determination, In that aveat,igpgygp;iata‘snntn officials
will be notified of thig action in accordance with the provisione of

section 6104 (c) of the Code. ; .
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The information submitted indicates that your organizational document
is your By-Laws and you eigned a declaration stating the By-lLawe were
adopted in ~ ¥You submitted Form 1023, Application for

Recognition of Exemption under section 501 (e) (3) of the Internal
Revenue Code on November 18, 20032.

The By-Lawa states, in part, the goals of your organization are to
assure that every active member within the association is afforded the
opportunity to achieve his/her highest potential and maximize his/ her
talents in the field of basketball officiating and to assure that

are given an equal opportunity to
the public and private school aystams,

referae conteasts in

The By-Laws indicates membership in the organization will consist of
whose knowledge, skills and
managemant objsctives of this

abilities are utilized to fulfill the
asgociation.

In the 1023 application you stated that the organization conducted
training activities involving basketball classes beld in July through
October every year. You also stated that your oxganization provided
scholarships to members for improvement in officlating and it pays for
specific camp attendance and to enhance officiating skills. You

indicated that requirements for memberahip where active/inactive
bagketball officials and fees were $ Wwpar yesar.,

In your response to our letter dated ¢ you stated that
your organization provided training for officiale to improve their
officiating skilla. This includes on court trailning and classroom
‘Bessions to review rules of basketball. Quarterly classroom sessiona
are also offered to review naw basketball officials. Classes are open
to members of the general public. You indicated that the per rentage of
time apent by your organization on activities were @ for craining,
@+ for testing, @t for rules review, and @¥ for meeting plans.

In our letter we asked ycu to provida additional
information regarding the officlating opportunities program that was
listed in the pamphlet you submitted with youx application. We
obtained verbal confirmation with your contact person that the
officiating opportunities program was referral service for your
members in which they receive employment opportunities., We asked you
what percentage of time does your crganization spend conducting this
program and why your organization conducts this sexrvice,

In your letter dated NN you indicated that your
organization provided referral services for all basketball officials
interested in improving their skills. You indicatei that your
organization spends @% of its time conducting:the - :‘erral services
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for interested individuals and this service is not limited to membars
of the organization. You state the referral service is divided into
two subdivisionmssThesg subdivisions are tralning programs and
officiating opportunities. The training program includes rules _
clinics, floor mechanics, on-floor demonstrations, video eritique, and
veteran avaluations. You state, in part, that your organization is
providing the officiating opportunities service without the exchange
of fees for the individuals receiving the sexvice.

In your letter dated NS ycu etated that the '% of time
spent condgcting @hes redmrral sexvice.cuan ba broken down into 60
in which the organization spends 60% of the time educating the
officials. Therefore, the remaining 20% of your time spent is
conducting the officiating referral service.
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8actionq§.501(c)(3)~1{£§(1) otagha*xnenmg)Tax Regulations states that,
in order to be exempt as an organization described in section
501(c) (3) of the Code, an organization must be both organized and
operated exclusively for one or more of the purposes specified in such
section. If an organization fails to meet either the organizationa
test or the operational test, it ia not exempt. -

Section 1.501(c) (3)-1(c) (1) of the regulations provides that an
organization will be regarded as "operated exclusively® for one or
more exempt purposes only if it engagni“ﬁfgmarily in activities which
accomplish one or more of such exempt purposes mpecified in section
501(c) (3). An organization will not be sg ragarded if more than an

*

insvbstantial part of its activities is nof in furtherance of an
axempt purposs.

Section 1.501(c) (3)-1(d) (ii) of ths regulations provides that an
organization is not organized or operated exclusively for one or more of
the purposes specified in section 501(c) (3) unless it serves a public
ragher than a privage intexest. Thus, to meey the requirements of
section 501 (c) (3}, it is necessary for an organization to establish that
it is not organized or operated for the benefit of private interests
such as deasignated individuals,”the"creator or his family, sharsholders
of the organization, or persons controlled, directly or indirectly, by
such private interests. ‘

In Better Business Bureau of Washington, D.C., Inc. v. United States,
326 U.8. 279, (1945), 1945 C.B. 375, the Supreme Court determined that
while some activitlea of the organization under cousideration were
-educational, a substantial purpuse of the organization was to promote
business, and thus the organization was not operated for exclusively
educational purposes. T SRR o
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Enclogure I

In American Institute for Economic Research v. United States, 157 Ct.
Cl. 548; 302 P.2d 934; 1962 U.8. Ct. Cl., the court found that the
organization which was providing investment advice to subscribars for
3 fee was providing services of organizations that are commonly
associated with a commercial purposa. Purther, the court determinad
that due to thecs commercial activities the oxganization was not
operated exclusively for educational purposes and did not meet the

requirements of the operational tast for axemption under section
501e) (3}, ‘

Revenuae Ruling 61-170, 1961-2 CB112 describes an assoclation composed
of professional duty nurses and practical nurses which supports and
cperates a nurses’ registry to afford greater employment
opportunitiss. Public participation in the management and support of
the organization is negligible. This is evident by the fact the
organization is supported primarily from members and is controlled by
a board of trustees composed of professional nurses without public
participation of any kind. The ssrvice found that the organization
was primarily engaged in the performance of perscnal services by
operating an employment service principally for the bensfits of its
members. This activity servead a private rather than a public interast
and it engaged in a businesa normally carried on as a for profit
activity. Therefore, the organization was not operatead exclusivaely for

charitable, educational or any other purposes within the meaning of
501 (c) (3) of the Coda,

You state the activities of your organization are educational and
charitable in nature. You state you are educating basketball officials
in their line of work by conducting the training programg. You

indicate the referral service is a part of this educational activity,

The training program may be considered an educaticnal activity,
However, as stated in the Batter Business Bursau of Washington, D @,
Inc, v. United States 326 U.8. 279, (1945), 1945 C.B. 375 court case,
an organization that has a substantial activity of a nonaxampt nature
is not operated exclusively for educational purposes znd therefore
doesn't qualify for exemption under 501(c) (3). A substantial activity
of your organization is operating the officiating opportunitiea
referral service. This referral service is used by these individuals
to find employment opportunities as basketball officiale. This is a

commercial activity that is normally carried cn as a trade or
business.

You state that you are providing the officiating opportunities
referral service without charge. Howaver, the only sources of
financial support for your organization area membership fees. One of
the benefits your members receive in return for this fee is the
referral service., Therefore, your organization is receiving a fee for
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this service. Your organization ig similar to the organization in the
American Institute for Economig Research v. United States, 157 ct. c1.
548; 302 F.2d 934; 1962 U.8. ct, Cl., court came in that you are
praviding a service for a fees and\;hqnwanrviaaiéo'noxma&ly,cuxrisd on
as a commnarcial activity, Due Lo .the operation of a refearral service
YOu are not operatad exalusively for educational p sasg,
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You are similar to the orxganization described ‘in Revenue Ruling 61-
170; you are pProviding a service that 'is similar to an emp
agency., The officiating opportunitisg relerral saxvice ia halping
participants in your program find amplaymanh7¢n<bankatball officials.
While this is not your primary cctivity;;;héfroferral.:nrvicu in a
substantial activity for your organization, This is a direut private
benefit for thoge individuals, In addition,  thig activity is

commercial in nature and not furthering a purpose within the meaning
of section 501({c) (3) of the Code. o

[l
*

Lerpl
Ay

Based upon the above facts, we have dstexmined that’ your organization
does not meet the Operational test for exemption under saction
501(c) (3) because the activities of your organization a
exclusively educational or charitable in nature. The referral service
is a substantial activity that ig normally carried on as a commarcial

activity and it ig providing a dixect pPrivate benefit to the
participants. . \ Tl
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In order to qualify for exemption under sagtion Scltc)(x) of the Code,
organizations must meet both the organizational and operational tests,
Since your organization does not maet the operational test for

exemption under section 501{c) (3), we have determined that you do not
qualify for exemption under saction 501(c{(3)ﬁq; the Coda,
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Form 6018
 (Rev, Aug. 1983)

Department of the Treasury Internal Revenua Service

Consent to Pyoposed Adverse Action
(All references are 1o the Internal Revenue Code)

Case Number

Employer Identification Number

Date of Latest Determination Letier

20

Date of Proposed Adverse Action Letter

JUL 08 2003

Name and Address of Organization

R

"M

| consant to the proposed advarse action relative o the abova organ zalion
understand that if Section 7428, D

as shown below. |
eclaratory Judgemants R

to Status and C!a&sir ication of
Organizations undar Saction 501(0)(3}. slec. applias lhavat g%t o protest the ad

adverse actlon.

Propose

NATURE OF ADVERSE AGTION h

{x} Deanial of examplion

{ 1 Revocation of axamption, effective.

[ 1 Modification of axemption from section S01(c)X ) to section 801(c) ), effective

[ 1 Classification as a private foundation described in section §09(a), eifective

{ I Classification as an private operating foundation described In sections 509(a) and 4842(j)(3),

effactive for

{ 1 Classification as an organization described In section 508(a)( ), effective

(1 Classification as an organization describad In section T70(D)(1XAX ), effective

If you agree to the adverse action shcwn above,

keep a copy for your racords.

i you sign this consent before you have exhausted your admln&stmﬁve a
lose your rights to a declaratory |

pleasa sigd and raturn théa congent. You should

ppeal rights, you may
udgement under section 7428,

(Signature Instructions on Back)

Name of Organization:

Signature and Title

Date

Signature and Title

Date

Catalog 430000

g Form 6018-C.G. (Rev. 8-83)




